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As one of the most important policy of structural tax cuts, the production to 
consumption value-added tax reform that is not only conducive to improve the tax 
levied on the chain so as to eliminate double taxation deductions, disguise to ease the 
tax burden on businesses, help encourage enterprises to update existing fixed assets, 
improve innovation, and increase productivity, but also distorted the factor prices of 
capital and labor, and thus have a negative impact on the labor employment.At the 
same time, the change of the factor prices of capital and labor will effect the 
production efficiency, thus affecting the enterprise technology innovation. 
In this paper, the VAT reform in 2004 as the research background, analyze the 
impact of VAT reform on the business activities such as the constitution 
ofcapital-labor factor and the labor employment, assessing the effect of policy 
implementation. By studying, drawing on relevant literature, we use the 2000-2006 
national industrial enterprise database data samples, using double differential (DID) to 
establish an empirical model to measure the impact of VAT on the business activities 
of policy and technical progress, at the same time , we combined with China's specific 
national conditions and added a grouping variable of enterprise property rights in our 
model to explore the state-owned enterprises and non state-owned enterprises for the 
differences in response VAT reform policy. 
The study found that the VAT reform will help enhance the proportion of capital 
elements. The VAT reform has a negative impact on the Labor Employment. 
State-owned enterprises with the Employment-stabilizer effect, making the VAT 
reform state-owned enterprises to their employees employment practices have a weak 
influence. The VAT reform has a negative impact on the innovation output of 
enterprises, reducing the proportion of new products. VAT on innovation output of 
enterprises have a negative impact on results, reducing theproportion of new products, 














simultaneousVAT reform state-owned enterprises and non-state enterprises, 
value-added tax reform has more influence on the former. By influencing the 
proportion of capital-labor factor constitution, the VAT reform policy has apositive 
impact on production efficiency, this effect did not differ in state-owned enterprises 
and non state-owned enterprises. 
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